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SUBJECT: EDRC ANNUAL REVIEW OF PORTUGAL 

REF: A. US OECD 16855 

B. STATE 150308 

C. LISBON 2813 

D. LISBON 2825 

E. OECD DOC. EDR(74)25 

F. OECD DOC. EDR(74)25-CONCLU SIONS 

1. SUMMARY: PORTUGUESE DELEGATION TO EDRC JULY 1 2 MADE 
CLEAR THAT CONCERN FOR MAINTAINING EMPLOYMENT WAS GREATER 
THAN CONCERN OVER INFLATION. PORTUGAL INTENDS STIMULATE 
INVESTMENT WITH TWO-FOLD OBJECTIVE OF IMPROVING EMPLOY- 
MENT OUTLOOK AND REMOVING SUPPLY BOTTLENECKS WHICH HAVE 
CONTRIBUTED TO HIGH INFLATION RATE. THIS POLICY MAY 
INCREASE BALANCE-OF-PAYMENTS DEFICIT IN 1974, BUT STRONG 
RESERVE POSITION AND GOOD INTERNATIONAL CREDIT STANDING 
MAKE FINANCING PROBLEMS UNLIKELY. END SUMMARY. 

2. OUTLOOK FOR EMPLOYMENT: MAIN POLICY PROBLEM FOR 
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PORTUGAL IS TO MAINTAIN EMPLOYMENT DURING CONJUNCTURAL 
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DOWNTURN, WHEN PROSPECTS FOR EMIGRATION ARE LESS PROMIS- 
ING AND IMMIGRATION MAY INCREASE WITH RETURN OF AFRICAN 
TROOPS AND SETTLERS. BROAD OUTLINES OF PORTUGUESE 
EMPLOYMENT POLICY INCLUDE (A) ASSISTANCE TO SMALL AND 
MEDIUM FIRMS VIA DIRECT GOVERNMENT LOANS AND REDIRECTION 
OF COMMERCIAL BANK CREDIT; AND (B) CONCENTRATION OF 
PUBLIC INVESTMENT ON LABOR INTENSIVE INDUSTRIAL PROIECTS. 

3. GROWTH OF OUTPUT AND DEMAND: PORTUGUESE DEL NOTED 
THAT DEMAND REMAINS STRONG AND IS LIKELY TO INCREASE 
AS WAGES RISE FOR LOW-INCOME GROUP. HOWEVER, MAIN 
PROBLEM HAS BEEN SHORTAGE OF SUPPLIES, NOT EXCESS DEMAND, 
AND POLICIES WILL AIM AT CORRECTION OF SUPPLY SITUATION. 

GOP PROGRAM WILL INCLUDE STIMULATION OF INVESTMENT, 
INCREASED IMPORTS, AND EFFORTS TO CHANNEL WORKER 
REMITTANCES AND WAGE INCREASES INTO SAVINGS. SECRETARIAT 
SEES WEAK OUTLOOK FOR INVESTMENT AND EMPLOYMENT, AND 
SEVERAL EDRC REPS EXPRESSED CONCERN REGARDING POSSIBLE 
DOWNTURN OF ECONOMY. PORTUGUESE DEL (PEREIRA) TOOK 
OPTIMISTIC VIEW THAT INVESTMENT IS BEGINNING TO RECOVER 
FROM RECENT PERIOD OF UNCERTAINTY, AND THAT GOP MEASURES 
WILL BE ADEQUATE TO ARREST DOWNWARD TREND. 

4. PORTUGUESE DEL CLAIMED THAT PRODUCTION BOTTLENECKS 
WERE PARTLY STRUCTURAL AND COULD NOT BE OVERCOME QUICKLY 
IN AGRICULTURE AND DISTRIBUTION SECTORS. U.S. REP 
SUGGESTED THAT RELAXATION OF PRICE CONTROLS IN AGRI- 
CULTURE MIGHT ENCOURAGE INVESTMENT AS WELL AS IMPROVE 
EMPLOYMENT PROSPECTS. PORTUGUESE CONCERNED THAT HIGHER 
FARMGATE PRICES WOULD INCREASE RETAIL PRICE LEVEL UNLESS 
MIDDLEMEN'S PROFITS CAN BE SQUEEZED AND DISTRIBUTION 
SYSTEM IMPROVED. IN SHORT RUN, SUPPLY SHORTAGES COULD 
ONLY BE MET BY INCREASED IMPORTS OF FOOD AND OTHER GOODS 
WHOSE HIGHER PRICES WOULD ADD TO DOMESTIC INFLATION. 

5. PORTUGUESE POLICIES TO OVERCOME SHORTAGES WILL ALSO 
INVOLVE ENCOURAGEMENT OF SAVINGS AND STIMULATION OF 
INVESTMENT. INTEREST RATES ON TIME DEPOSITS WILL BE 
INCREASED IN HOPES OF DIVERTING PART OF WAGE INCREASES 
AND WORKER REMITTANCES AWAY FROM CURRENT CONSUMPTION. 
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AIDS TO INVESTMENT WILL CONCENTRATE ON INCREASING 
LIQUIDITY, ESPECIALLY FOR SMALL FIRMS WHICH HAVE BEEN 
SQUEEZED BETWEEN PRICE CONTROLS ON ONE HAND AND 
INCREASES IN WAGES AND RAW MATERIAL COSTS ON OTHER. 
GOVERNMENT WILL PROVIDE CREDIT TO HELP SMALL FIRMS 
MODERNIZE, AND WILL LOWER COMPULSORY RESERVE RATIO FOR 
COMMERCIAL BANKS ON CONDITION THAT CREDITS ARE CHANNELED 
TO OTHER THAN TRADITIONAL TYPES OF CUSTOMERS. 
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6. OUTLOOK FOR INFLATION: PORTUGUESE ARE WELL AWARE 
THAT PRICE- WAGE SPIRAL IS POSSIBLE, ALTHOUGH NOT AGREE- 
ING WITH SECRETARIAT THAT THIS, RATHER THAN EMPLOYMENT, 
IS "PROBABLY THE MAJOR POLICY ISSUE AT PRESENT." 
PORTUGUESE DEL ATTRIBUTED RECENT INFLATION NOT ONLY TO 
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EXTENSIVE WAGE INCREASES BUT ALSO TO RISING IMPORT 
PRICES, SUPPLY BOTTLENECKS, AND EXCESSIVE PROFITS BY 
MIDDLEMEN IN DISTRIBUTION PROCESS. NEVERTHELESS, HE 
NOTED THAT PRICES ARE STILL GENERALLY LOWER IN PORTUGAL 
THAN ELSEWHERE. MAIN EFFORT TO CONTROL INFLATION WILL 
BE THROUGH DIRECT CONTROLS OVER PRICES AND WAGES. 
PORTUGUESE AUTHORITIES PLAN TO ESTABLISH THREE DIREC- 
TORATES TO SUPERVISE PRICES. RENTS, PROFIT LEVELS AND 
SUPPLY AVAILABILITIES. CURRENT WAGE FREEZE WILL NOT 
BE REMOVED, BUT SIMPLY PEGGED AT HIGHER LEVEL. PORTU- 
GUESE HOPE THESE MEASURES WILL SUCCEED IN REDUCING 
INFLATION RATE TO UNDER 10 PERCENT ANNUAL RATE BY END 
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OF 1974. EDRC EXPRESSED STRONG DOUBT THAT SUCH AN 
OPTIMISTIC OUTCOME COULD BE ACHIEVED, AND SUGGESTED THAT 
GOP PROGRAM FOR PRICE CONTROLS MIGHT BE TOO AMBITIOUS 
FOR PRESENT ADMINISTRATIVE CAPABILITIES. PORTUGUESE DEL 
AGREED THAT THIS MIGHT BE PROBLEM. 

7. U.S. DEL EXPRESSED CONCERN THAT EFFORTS TO RELIEVE 
SUPPLY SIDE OF INFLATIONARY PROBLEM BY STIMULATION OF 
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INVESTMENT, WHILE USING PRICE CONTROLS TO RESTRAIN 
DEMAND SIDE, MIGHT CAUSE MARKET DISTORTIONS INVOLVING 
WITHHOLDING OF SUPPLIES AND POSSIBLE BLACK MARKET 
ACTIVITY. PORTUGUESE INDICATED THAT ANY SUCH DEVELOP- 
MENTS WOULD BE MET BY STRICT COUNTERMEASURES. 

8. FOREIGN DIRECT INVESTMENT: U.S. DEL, SUPPORTED BY 
GERMAN DEL, ASKED REGARDING PLANS TO MAINTAIN FAVORABLE 
INVESTMENT CLIMATE. PORTUGUESE REPLIED THAT FOREIGN 
DIRECT INVESTMENT (FDI) WOULD CONTINUE TO BE WELCOME 
BUT UNDER CAREFULLY PRESCRIBED CONDITIONS. GOP WOULD 
NO LONGER TAKE LAISSEZ FAIRE ATTITUDE BUT WOULD CARE- 
FULLY SCRUTINIZE CONDITIONS OF INVESTMENT. FOREIGN 
INVESTORS WOULD NO LONGER BE ABLE TO BENEFIT FROM EASY 
CREDIT AVAILABILITY AT LOW INTERNAL INTEREST RATES WITH- 
OUT ADEQUATE FOREIGN CAPITAL INFLOW, OR TO TAKE ADVANTAGE 
OF LOW PORTUGUESE WAGE RATES BY IMPORTING HIGHLY- 
MECHANIZED MACHINERY. EMPHASIS IN FUTURE WILL BE ON 
INVESTMENTS WHICH HOLD GREATEST PROMISE FOR EMPLOYMENT 
CREATION. (NB: HE DID NOT MENTION TECHNOLOGICAL 
BENEFITS.) IN MEANTIME, NOTHING IN GOP PROGRAM WOULD 
INDICATE "SOCIALIZATION'' OF EXISTING INVESTMENTS. IF 

GOP WANTS TO BUY BACK FIRMS OR TAKE EQUITY PARTICIPATION 
IN THEM. THERE ARE ALREADY LAWS SPECIFYING CONDITIONS 
FOR SUCH PURCHASES AND THESE WILL CONTINUE IN FORCE. NO 
BASIC CHANGE IN LEGISLATION IS EXPECTED, EXCEPT FOR 
PROVISIONS TO STREAMLINE PROCESS OF EXAMINING APPLICA- 
TIONS. 

9. BALANCE OF PAYMENTS: PORTUGUESE EXPECT VERY LARGE 
BP DEFICIT BY END OF YEAR, BUT BELIEVE THAT LARGE 
RESERVES, IMF GOLD TRANCHE, AND STRONG CREDIT POSITION 
WILL PROVIDE ADEQUATE FINANCING IN 1974. PORTUGUESE DEL 
VOLUNTEERED THAT HIS GOVERNMENT WAS NOT REPEAT NOT 
CONSIDERING DEVALUATION OF ESCUDO. SPANISH AND IAPANESE 
DELS NOTED THAT FOREIGN RESERVES OF PORTUGAL WERE 
LARGER IN RELATION TO IMPORTS THAN FOR ANY OTHER OECD 
COUNTRY. AND ASKED WHY IN THESE CIRCUMSTANCES IT WAS 
NECESSARY TO MAINTAIN COMPREHENSIVE IMPORT RESTRICTIONS. 
PORTUGUESE DEL REPLIED THAT HIS MINISTER HAD RECOMMENDED 
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THAT RESTRICTIONS BE LIFTED. REGARDING LARGE SIZE OF 
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FOREIGN RESERVES, PORTUGUESE SAID THEY WOULD BE HESITANT 
TO REDUCE THESE SUBSTANTIALLY FOR FEAR OF UNDERMINING 
STRONG CREDIT RATING. ALTHOUGH IT WAS "PERHAPS TOO 
ORTHODOX” TO MAINTAIN FOREIGN RESERVES AT 50 PERCENT OF 
TOTAL CURRENCY ISSUE, ANY DRAMATIC CHANGE IN POLICY 
MIGHT BE INTERPRETED BY POTENTIAL FOREIGN LENDERS AS 
SIGN OF WEAKNESS. 

TURNER 
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